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Ist Session t No. — 


INTERIM REPORT OF A SUBCOMMITTEE OF THE COM- 
MITTEE ON INTERSTATE AND FOREIGN COMMERCE 


THe AvuTOMOBILE MARKETING PRACTICES STUDY 


Mr. Monroney from the Subcommittee on Automobile Marketing 
Practices submitted the following interim report. 

The Subcommittee on Automobile Marketing Practices of the Senate 
Committee on Interstate and Foreign Commerce was appointed by 
Chairman Magnuson on March 9, 1955, to inquire into and make a 
thorough investigation of ‘‘all phases of automobile marketing prac- 
tices especially considering ‘phantom freight’ charges and other 
accessorial charges that influence the price of automobiles to the 
purchaser, and also, of automobile ‘bootlegging.’ ”’ 

It should be noted that hearings were held on S. 3596 of the 83d 
Congress, 2d session. This was a bill introduced June 11, 1954, by 
Senator Dirksen. Its purpose was to amend the Federal Trade 
Commission Act to allow manufacturers of automobiles to cancel 
franchies of dealers who knowingly sold new automobiles to unau- 
thorized persons for resale and to permit such manufacturers to 
provide for such cancellation in these franchises. 

In these hearings it appeared that many automobile dealers were 
in economic difficulties. However, there was considerable variation 
of opinion as to the cause of these difficulties and as to what should be 
done legislatively to remedy the situation. Also, the manufacturers 
of automobiles and consumer interests were not heard from. 

In January after complaints had been received from dealers through- 
out the Nation urging congressional action in the field of automobile 
distribution, and after the National Automobile Dealers Association 
had passed various resolutions at their annual convention urging 
specific legislation be passed, your committee directed that the 
present study be made. 

In view of the fact that the manufacture and distribution of auto- 
mobiles is probably the most important single industry in the economy 
of the United States, and also in view of the fact that the problems 
attending to the distribution of automobiles are technical in nature 
and tremendous in scope, it was determined that a careful back- 
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2 THE AUTOMOBILE MARKETING PRACTICES STUDY 


ground study should be proceeded with before hearings were held 
and legislation recommended. 

Consequently, the subcommittee appointed a staff and a back- 
ground study has been and is in progress. 

As regards bootlegging the subcommittee staff has obtained and is 
in the process of obtaining figures from the various States which 
require licenses for automobiles transported under their own power 
or in tow into or through such States. It is expected that these 
figures will give a measure to the incidence of this practice and will, 
therefore, suggest the seriousness with which it should be regarded. 
Also in this area of the study, interviews with franchised dealers and 
used-car dealers and scrutiny of the monthly sales records as reflected 
in trade publications have been compiled. 

With regard to phantom freight the subcommittee staff has devel- 
oped material showing the difference between the actual cost of 
freight and the freight charged to the dealer and to the public. Also, 
it has compiled the economic justifications for and arguments against 
such freight differentials. In gathering this material the staff has 
conducted extensive interviews with representatives of the manufac- 
turers and with the National Automobile Dealers Association. A 
substantial amount of material has been submitted showing the effects 
of a change to other systems. 

As regards the general field of factory-dealer relationships the sub- 
committee staff has developed a file of dealers’ complaints. It should 
be noted that the complaints are unverified and constitute, more or 
less, a bill of particulars to be used at such time as the subcommittee 
determines hearings shall be held. In connection with the study of 
industry practices the staff has done a legal analysis of the contracts 
under which dealers operate and the bills passed in the various State 
legislatures and in the House of Representatives dealing with this 
problem. 

It should be noted that during the spring of 1955 automobile manu- 
facturers and dealers have sold a record number of new automobiles. 
We feel that this was primarily attributable to model changeovers and 
good general economic conditions. 

On the other hand, a record number of unsold new models are pres- 
ently on the market due to record levels of production. Previous to 
1955 the record number of new car stocks (in field and in transit) was 
reached May 1, 1954, at which time 607,275 unsold new cars were re- 
ported by the Automotive News. As of May 1, 1955, the same source 
reports 757,856 such units. As of June 1, 1955, there were 848,498. 
July 1 the number stood at 820,291. It should also be noted that 
while the production and sale of automobiles have established all-time 
highs since 1948, dealer mortalities as reported by Dun & Bradstreet 
have increased by approximately 200 percent since 1951. Also aver- 
age dealer operating profits before taxes as reported by the National 
Automobile Dealers Association have dropped from approrimately 
6.3 percent on sales in 1950 to approximately 0.6 percent on sales for 
the year 1954. 

Attached hereto is a chart showing automobile production and 
dealer mortality since 1936. Also shown is the average dealer profit 
on sales as submitted by the National Automobile Dealers Associa- 
tion. It is interesting to note in connection with this chart that the 





















































THE AUTOMOBILE MARKETING PRACTICES STUDY 3 
prewar pattern of high dealer mortality at the time of low automobile 

roduction does not hold generally true in the postwar period where 
both the production and dealer mortality are high. 

Your subcommittee has been greatly concerned because of the 
record number of unsold new cars and the unfavorable trends in 
dealer mortality and dealer profits. It intends to watch the auto- 
mobile market situation closely in the critical months ahead during 
the model changeover period. 
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